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§206.115 What are my reporting re-
quirements under a non-arm’s-
length transportation arrangement?

(@) You or your affiliate must use a
separate entry on Form MMS-2014 to
notify MMS of an allowance based on
transportation costs you or your affil-
iate incur.

(b) For new transportation facilities
or arrangements, base your initial de-
duction on estimates of allowable oil
transportation costs for the applicable
period. Use the most recently available
operations data for the transportation
system or, if such data are not avail-
able, use estimates based on data for
similar transportation systems. Sec-
tion 206.117 will apply when you amend
your report based on your actual costs.

(c) MMS may require you or your af-
filiate to submit all data used to cal-
culate the allowance deduction. Rec-
ordkeeping requirements are found at
part 207 of this chapter.

§206.116 What interest and assess-
ments apply if I improperly report
a transportation allowance?

(a) If you or your affiliate net a
transportation allowance rather than
report it as a separate entry against
the royalty value on Form MMS-2014,
you will be assessed an amount up to 10
percent of the netted allowance, not to
exceed $250 per lease selling arrange-
ment per sales period.

(b) If you or your affiliate deduct a
transportation allowance on Form
MMS-2014 that exceeds 50 percent of
the value of the oil transported with-
out obtaining MMS’s prior approval
under §206.109, you must pay interest
on the excess allowance amount taken
from the date that amount is taken to
the date you or your affiliate file an
exception request that MMS approves.
If you do not file an exception request,
or if MMS does not approve your re-
quest, you must pay interest on the ex-
cess allowance amount taken from the
date that amount is taken until the
date you pay the additional royalties
owed.

§206.117 What reporting adjustments
must I make for transportation al-
lowances?

(a) If your or your affiliate’s actual
transportation allowance is less than
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the amount you claimed on Form
MMS-2014 for each month during the
allowance reporting period, you must
pay additional royalties plus interest
computed under 30 CFR 218.54 from the
date you took the deduction to the
date you repay the difference.

(b) If the actual transportation al-
lowance is greater than the amount
you claimed on Form MMS-2014 for any
month during the allowance form re-
porting period, you are entitled to a
credit plus interest under applicable
rules.

§206.118 Are actual or theoretical
losses permitted as part of a trans-
portation allowance?

You are allowed a deduction for oil
transportation which results from pay-
ments that you make (either volu-
metric or for value) for actual or theo-
retical losses only under an arm’s-
length contract. You may not take
such a deduction under a non-arm’s-
length contract.

§206.119 How are royalty quantity and
quality determined?

(a) Compute royalties based on the
quantity and quality of oil as measured
at the point of settlement approved by
BLM for onshore leases or MMS for off-
shore leases.

(b) If the value of oil determined
under this subpart is based upon a
quantity or quality different from the
quantity or quality at the point of roy-
alty settlement approved by the BLM
for onshore leases or MMS for offshore
leases, adjust the value for those dif-
ferences in quantity or quality.

(¢) You may not claim a deduction
from the royalty volume or royalty
value for actual or theoretical losses
except as provided in §206.118. Any ac-
tual loss that you may incur before the
royalty settlement metering or meas-
urement point is not subject to royalty
if BLM or MMS, as appropriate, deter-
mines that the loss is unavoidable.

(d) Except as provided in paragraph
(b) of this section, royalties are due on
100 percent of the volume measured at
the approved point of royalty settle-
ment. You may not claim a reduction
in that measured volume for actual
losses beyond the approved point of
royalty settlement or for theoretical
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losses that are claimed to have taken
place either before or after the ap-
proved point of royalty settlement.

§206.120 How are operating allow-
ances determined?

MMS may use an operating allow-
ance for the purpose of computing pay-
ment obligations when specified in the
notice of sale and the lease. MMS will
specify the allowance amount or for-
mula in the notice of sale and in the
lease agreement.

§206.121 Is there any grace period for
reporting and paying royalties after
this subpart becomes effective?

You may adjust royalties reported
and paid for the three production
months beginning June 1, 2000, without
liability for late payment interest.
This section applies only if the adjust-
ment results from systems changes
needed to comply with new require-
ments imposed under this subpart that
were not requirements under the prede-
cessor rule.

Subpart D—Federal Gas

SOURCE: 53 FR 1272, Jan. 15, 1988, unless
otherwise noted.

§206.150 Purpose and scope.

(a) This subpart is applicable to all
gas production from Federal oil and
gas leases. The purpose of this subpart
is to establish the value of production
for royalty purposes consistent with
the mineral leasing laws, other appli-
cable laws and lease terms.

(b) If the specific provisions of any
statute or settlement agreement be-
tween the United States and a lessee
resulting from administrative or judi-
cial litigation, or oil and gas lease sub-
ject to the requirements of this subpart
are inconsistent with any regulation in
this subpart, then the lease, statute, or
settlement agreement shall govern to
the extent of that inconsistency.

(c) All royalty payments made to
MMS are subject to audit and adjust-
ment.

(d) The regulations in this subpart
are intended to ensure that the admin-
istration of oil and gas leases is dis-
charged in accordance with the re-
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quirements of the governing mineral
leasing laws and lease terms.

[61 FR 5464, Feb. 12, 1996]

§206.151 Definitions.

For purposes of this subpart:

Allowance means a deduction in de-
termining value for royalty purposes.
Processing allowance means an allow-
ance for the reasonable costs for proc-
essing gas determined under this sub-
part. Transportation allowance means
an allowance for the cost of moving
royalty bearing substances (identifi-
able, measurable oil and gas, including
gas that is not in need of initial separa-
tion) from the point at which it is first
identifiable and measurable to the
sales point or other point where value
is established under this subpart.

Area means a geographic region at
least as large as the defined limits of
an oil and/or gas field, in which oil and/
or gas lease products have similar qual-
ity, economic, and legal characteris-
tics.

Arm’s-length contract means a con-
tract or agreement that has been ar-
rived at in the marketplace between
independent, nonaffiliated persons with
opposing economic interests regarding
that contract. For purposes of this sub-
part, two persons are affiliated if one
person controls, is controlled by, or is
under common control with another
person. For purposes of this subpart,
based on the instruments of ownership
of the voting securities of an entity, or
based on other forms of ownership:

(a) Ownership in excess of 50 percent
constitutes control;

(b) Ownership of 10 through 50 per-
cent creates a presumption of control;
and

(c) Ownership of less than 10 percent
creates a presumption of noncontrol
which MMS may rebut if it dem-
onstrates actual or legal control, in-
cluding the existence of interlocking
directorates.

Notwithstanding any other provisions
of this subpart, contracts between rel-
atives, either by blood or by marriage,
are not arm’s-length contracts. The
MMS may require the lessee to certify
ownership control. To be considered
arm’s-length for any production



